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LATER HISTORY OF THE STEEL CORPORATION'S 
BOND CONVERSION.' 

The underlying motives for the extraordinary fiscal op- 
eration known as the United States Steel Bond Conversion 
of 1903 have been variously interpreted. It has been freely 
ascribed by some to the desire of important owners of the 
preferred stock to dispose of their unwieldy holdings to the 
pubHc in the form of bonds. Others allege that partici- 
pation in industrial investments by large life insurance 
companies would be less indefensible in the purchase of 
bonds than of preferred stock. Even among the large 
body of private investors there are many who will purchase 
bonds, but will buy stocks only of the highest grade. The 
bond having a right of foreclosure cannot decline in value 
below a point determined by its equity interest in the 
property. Stocks are not thus limited as to their possible 
decline in value, but may fall to any degree. A double 
motive, in the judgment of authorities, existed. The bonds 
would naturally have a better market than the stock. The 
stock, also, if on a dividend basis, would command a better 
price if the supply of it on the market were thus reduced. 
This consideration, in days of " undigested securities," was 
an important one. 

That imperative need of cash for improvements was 
not the sole or even dominant motive, as alleged by 
the company, would seem to follow from a number of 
considerations. In the first place, cessation of dividends 
on common stock, without resort to conversion at all, 
would speedily have supplied the necessary funds from 
current earnings, as is the conservative poUcy of railway 
companies. This expedient was certainly possible under 
the conditions which prevailed when the plan was resumed 
in March, 1903. A year of litigation had resulted in a dis- 

1 An account of the nature and earlier history of this operation is given in the 
Qwurterlv Journal of Economica, vol. xviii. pp. 22-53, 303-304, 1903. 
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solution of the injunction granted by a lower court. Enor- 
mous earnings of the company, meanwhile, had resulted 
in December, 1902, in "undivided earnings" of $33,841,565 
upon the year's business. Under such circumstances the 
imperative need for cash, urged on behalf of the original 
plan, certainly did not exist. A second cogent criticism 
against this alleged motive is that the plan as approved, 
and afterwards as actually carried out, would result in 
cash receipts insignificant compared with the magnitude 
of the other operations involved. At the most, the only 
source of ready cash from the plan would be the sale of 
$20,000,000 of bonds at par, from which the commission 
of 4 per cent, for the syndicate would be deducted. Yet 
the official statement given out on November 19, 1903, by 
the executive committee of the board of directors showed 
that only $2,902,000 of such bonds had been actually sold 
at par for cash, paid for in full October 1, and already issued. 
On the remainder of the minimum $20,000,000 of bonds 
guaranteed by the syndicate at par for cash, on October 
21 only 25 per cent, had been called for and paid to the 
corporation. Had the real reason for this entire operation 
lain, as alleged, in the imperative need for cash, why was 
not the syndicate called upon promptly for the balance of 
its guarantee? 

From the foregoing considerations it seems clear that 
an important motive for the transaction was to secure a 
large profit to prominent bankers who were represented at 
the same time on the board of directors of the Steel Cor- 
poration. This interpretation seems to follow from the 
original plan as proposed. It derives added force from the 
subsequent history of the enterprise. Stockholders were 
permitted until May 16, 1903, to take advantage of the 
conversion scheme. At that time the bonds were selling 
above $90, and the preferred stock was a few points lower. 
The exchange would therefore leave a profit probably less 
than 5 per cent. The syndicate, however, had not only 
guaranteed a conversion of $80,000,000 of this preferred 
stock, but its contract provided that it might, if so dis- 
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posed, convert the balance of the $200,000,000 of preferred 
stock authorized for exchange into bonds. The Hfe of the 
syndicate was to terminate October 1, 1903. Meanwhile 
the margin between the market price of the new bonds and 
the preferred stock had perceptibly widened. In other 
words, depression in the steel industry was becoming evi- 
dent. Suddenly the financial community was startled by 
a circular notice announcing that the life of the syndicate 
had been extended from October I, 1903, until the following 
July.^ Obviously, this cleared the way for a continued 
conversion of the preferred stock into bonds at a profit con- 
tinually growing with the widening margin between the 
two classes of securities. This profit was not open to the 
general stockholders, whose option had expired in the 
preceding May. November brought still further trade 
contraction, until the preferred stock was quoted at about 
$50, while the new 5 per cent, bonds were selHng some fifteen 
points higher. This meant a profit of about $150 per bond, 
exclusively reserved to the banking syndicate. Moreover, 
a cumulative process was evidently involved, inasmuch as 
the greater the amount of conversion, placing bonds ahead 
of stock, the less was the preferred stock on the market 
worth. This scandalous condition of affairs finally induced 
the company to terminate the contract and limit the amount 
of conversion to $150,000,000 in place of $200,000,000, as 
originally planned.^ 

The net results of the transaction would seem to be as 
follows. Of the $50,000,000 bonds originally to be sold 
for cash, none were taken by the public. The price never 
rose above $95, while they were offered at par. The syndi- 
cate assumed its guarantee of $20,000,000 at par, but only 
a small fraction of this offer of cash had been taken by the 
company when the contract was cancelled. As to the 
$200,000,000 of preferred stock to be converted (afterward 
reduced to $150,000,000), outside shareholders whose rights 

1 Official notices and other documents will be found in Moody, Truth about the 
Trutts, p. 185. 

> A searching analysis of this phase of the matter is given by Mr. A. J). Noyes 
in the Forum, January, 1904, p. 368 et teq. 
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expired in May availed themselves of the privilege to an 
amount variously estimated at from $35,000,000 to $50,- 
000,000. The syndicate, compelled by its guarantee to 
convert $80,000,000, must therefore have taken care of 
the balance of $150,000,000. This last was the limit finally 
set by the company on terminating the contract upon com- 
pletion in November, 1903. The results to the United 
States Steel Corporation of the entire transaction were then 
twofold. First, an amount of cash insignificant at best 
was provided, not all of this being taken as offered. Sec- 
ond, an evident saving in the annual charges was made, 
determined by the difference between the dividends on the 
old preferred stock at 7 per cent, and the interest at 5 per 
cent, on the new bonds. But as an offset to this, as pre- 
viously sho^vn, was the fact that the new bonds were a 
fixed charge with foreclosure rights, while the dividend 
payments were contingent upon earnings. There remains 
then for discussion only the amount of profit which must 
have accrued to the syndicate, many of whom were direc- 
tors in the company; a profit which, had no options been 
given to the syndicate, could have been made by the Cor- 
poration itself. As a loss must be reckoned the sale of 
the bonds at figures ranging from $95 down to $75, such 
bonds having been taken at par. On the other hand, 
profits arose from two sources. The cash commission at 
4 per cent, on $170,000,000 of the new bonds was consider- 
able and certain. In addition to this came the exclusive 
privilege after May, 1903, of converting the stock into 
bonds at a margin of difference vastly greater than could 
have been contemplated when the contract was drawn. 
Whatever the judgment of the courts may have been on 
the legality of the transaction, there can be no doubt that 
from a fiscal point of view the entire operation betrayed a 
disregard of the principles of sound finance, and even of 
common honesty and fair dealing with the stockholders. 

William Z. Ripley. 



